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Summary
Interviews were conducted with cattle
feeders,beefpackers,andothersinvolvedin cattle feeding,beefpacking,and related
thebeefindustryto projecthowfedcattle industry firmsandorganizations.These
priceswill bediscoveredinthenextdecade. interviewswereconducteduringOctober
Respondentsgenerallyindicatedthateconom- 1996throughFebruary1997.Theyincluded
ics will determinebeef’smarketsharein discussionswithfiveofthelargestbeefpack-
2010,howimportantpublicgradesandgrad- ingfirmsandeightof thelargest25cattle
ingwillbe,andwhetherconsumerbrandsfor feedingoperations.
freshbeefwillbecomecommon.Economics
also will determinehow muchinfluence
allianceswill have,whethermostcattlewill
be marketedby somevalue-basedpricing
system,andwhatchangeswilloccurinmar-
ketinformationandfuturesmarkets.
(KeyWords:FedCattlePrice,PriceDiscov-
eryProjections.)
Introduction
Price discovery is the process of buyers
and sellersarrivingat transactionprices.
Severalfactorshavecausedpricediscovery
tobecomeamajorconcerntocattleproduc-
ersandothersin thepastfewyears.This
researchwasinitiatedto projecthowfed
cattlepricediscoverywill evolveoverthe
nextdecade.
ExperimentalProcedures
Most information for this study came
fromaseriesofpersonalandtelephoneinter-
viewswithpersonsassociatedwithselected
Results and Discussion
Improvedpricediscoveryandvertical
coordinationi thebeefindustryareessential
for beefto maintainmarketshareintothe
future.Marketpricesneedto bettersignal
buyerpreferencesfromtheconsumerlevelall
thewaytocow-calfproducers.Onetheme
that pervades all change i  the beef sector is
thattheindustrydesperatelyneedsto pro-
duce productsperceivedtopossessgreater
valuetoconsumers.Valuemeanstheprod-
uct mustbepricedcompetitively,mustbe
convenient, and must provide a consistently
desirableatingexperiencefor consumers.
Theseattributes,thoughsimpleconceptually,
haveprovenimmenselydifficultforthebeef
industrytomanage.A myriadofbeefprod-
uctsandproductqualitiesareproduced,and
thetargetmarketsrepresentsucha diverse
setof consumerdemandsthatthereis no
simplesolutiontotheindustry’strugglefor
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marketshare.Thisdiversityofbeefproducts
andarrayof targetmarketsuggestthatthe
industryandbeefproductsarelikelytobe-
comeprogressivelymoresegmented.In
orderforbeefproductsegmentationatthe
consumerleveltosucceed,segmentationwill
increaseatall levelsof thecattleandbeef
productionchainas eachlevelstrivesto
becomemorecustomer-focused.
The followingsignificantforceswill
influencepricediscoveryandverticalmarket
coordinationin thebeefindustryoverthe
nextdecade.
1.  Technology to improve our ability to
identifyandsortbeefproductsaccordingto
varyingqualityandvalueattributeswill be
developedand adoptedcommerciallyby
processors.Severalsuchtechnologiesare
alreadybeingdeveloped,includingbeeften-
dernesstests,videoimaging,andproduct
identificationtracking.Technol gywill create
quantitativeand/ormechanicalqualitydeter-
minationprocedures,reducingsubjective
assessmentofmeatquality.Thisisaneces-
sarysteptowardbetteridentifyingandpaying
forqualityattributesof fedcattle.
2.  Federal beef quality grades are likely to be
lessimportantin 10years.Manydifferent
meanswill beadoptedto measureandde-
scribebeefqualitydifferences,depending
uponthetargetedconsumer.Becausestan-
dardizedqualitygradesare not likely to
adequatelymeasureallthedifferentneedsof
consumers,standardizedgradeswillhaveless
generalvalue.However,intransition,federal
qualitygradesarevaluableto theindustry
andshouldbemaintained. Thoughthecur-
rent gradingsystemdoesnot adequately
describebeeftendernessandtheeatingexpe-
rienceconsumerscanexpect,itdoesprovide
consumerswithsomeinformationregarding
beefquality.
3.  Our ability to predict meat quality from
visualinspectionof livecattlewill notim-
provemuchoverthenextdecade.Thus,live
cattlepricedifferentialswill notadequately
reflectcattleandbeefvaluedifferences.This
will leadtomorefedcattlebeingsoldona
dressedweight,carcassquality,andyield
gradebasis.
4.  Formula and grid-based pricing will be-
come morecommonin procurementof fed
cattlebypackers.Pricingmethodsthatmore
accuratelyreflectvaluedifferenceswill re-
placesystemsnotbasedonproductvalue.
Gridsmaycontinuetohaveavarietyofbase
prices and a rangeof premiumsand
discounts.Collectingandreportingof grid
pricesby theUSDA will continueto be
important.
5.  More cattle will be produced under alli-
ancesthatdirectlylink cow-calfproducersall
theway to retailandfoodserviceoutlets.
Alliancesprovideopportunitiesfor clearer
pricesignalsandencourageproducersto
producebeefproductstargetedto specific
consumers.However,onlyarelativelysmall
portion of theindustrywill find alliances
profitable.Theyinvolveconsiderablerisk,
coordination,i frastructure,andcontrol,and
generallyofferonlymodestopportunitiesfor
additionalprofit.Allianceswill notreplace
the predominantpricingmethodsfor fed
cattle,butinformationexchangedinalliances
will supplementpricesignalsin themarket
place.Alliancesalsomaycontributetobetter
understandingbetweenfeedersandpackers
andareductioni thedisruptiveadversarial
relationshipthatplaguesthebeefindustry.
6. Beef price discovery will shift toward the
wholesalel velandawayfromthelivemar-
ket.Morefedcattlewillbesoldonadressed
weight,carcassquality,andyieldgradebasis
withgreateruseofpricegridsandincreased
alliances.Thissuggestsa greaterneedfor
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improved pricereportingby USDA for not cooperateandprovidetherequested
boxedbeefandby-products.
7.  Producer group marketing and close
cooperativeeffortswill increase,buttheywill
not representasignificantportionof thefed
cattlemarket.Themostprobablebeneficia-
riesof producergroupmarketingactivities
will be small and mid-sizedoperations.
Groupeffortsmayoffersignificantopportuni-
tiesforinformationsharingandcapturingof
volumepremiumsassociatedwithgrouping
cattleforlargeprocessors.
8.  An increased share of  beef will be mar-
ketedbybrandname.Somealliancesmay
introducebrandedproducts,as maysome
producergroups.Certifiedprogramswill
continuetomarketbrandedproducts.Many
restaurantswill differentiatethemselvesby
thebeeftheysell,withtheirnameservingas
thebrand. Somepackersmaybrandbeef
products,andmoreretailerproductbranding
couldoccur.Largebeefprocessorswill not
brandmuchbeefuntilprofitabilityofdoingso
is clear. Successfulbeefproductbranding
requirescontroloverthetypeof cattlepro-
cured,carefulbeefqualitymeasurementand
sorting,extensivecoordinationbetween
productmerchandisersandcommoditypro-
curement,and nationalbrandpromotion
programs.Moreintensivemanagementand
controlarecostly,andapackerwhosecom-
parativeadvantageislargevolume,low-cost
processingseeslittlebenefitotheincreasein
costs andrisksassociatedwithlarge-scale
branding.
9.  Asymmetry of market information is a
characteristicof thebeefindustryandwas
consideredaproblembycattlefeeders.The
USDA hasbeenveryresponsivetoindustry
demandsbydevelopingnewinformationand
reports. Evenmoreinformationis needed
especiallyregardingboxedbeefprices,espe-
ciallycloselytrimmedboxedbeef;export
prices;hideandoffalvalues;andshort-run
captivesupplies.If industryparticipantsdo
information,mandatoryreportingmaybethe
inevitable policy solution. The
needformoremarketinformationregarding
captivesuppliesisnotanindictmentagainst
this marketingmethodor againstpacker
concentration.It simplyrepresentsaneedto
balanceinformationwhenthesemarketing
alternativesareprevalent.
10.  The live cattle futures contract will see
increasedpressureto moveto a dressed
weightspecification.Overwhelmingevidence
suggeststhatlivecattlecashtradewill de-
clineanddressedweightpricingwill increase
in the future.Carcassweightpricinglikely
will becomethepredominantfedcattlepric-
ingmethodin10years,thoughasignificant
percentageoffedcattlewill stillbepricedon
a liveweightbasis.In addition,thedressed
beefcontractlikelywill becash-settledbe-
causeoftheinherentdifficultiesindelivering
dressedbeef. Developinga cash-settled
dressedbeefcontractwill requireimproved
reportingonboxedbeefandcarcasspricesby
theUSDA.
11.  Negotiating terms of trade will increase.
Largeroperations,groupeffortsbyproduc-
ers,producercooperativeventures,alliances,
andproductbrandingallrequiremorenegoti-
ationof termsof tradethanhaveprevious
marketingmethods.Beefproductspecifica-
tions,baseprices,formulasforpremiumsand
discounts,volumeneeds,andcontroland
verificationof productionpractices,all tar-
getedon specificconsumerdemands,will
increasetheneedfor,andbenefitsof,negoti-
ationsamongmarketparticipants.Increased
negotiationsrequirebettermarketinforma-
tion,technologytomoreaccuratelymeasure
productspecifications,increasedknowledge
ofhowtocontrolproductquality,andmore
coordinationamongstagesof themarketing
andproductionsystem.
